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Preface 


Key Small Business Financing Statistics is a reference document on the state of financing for Canadian 
small and medium-sized enterprises (SMEs). It is part of a series of research products prepared through 
the Small and Medium-Sized Enterprise Financing Data Initiative (SME FDI) — a partnership between 
Industry Canada, Statistics Canada and the Department of Finance. 


Other documents exist that profile certain enterprise groups with specific characteristics (e.g. high- 
growth SMEs, exporter SMEs, innovative SMEs and SMEs receiving informal financing). Survey results 
containing a wide range of tabular data on different types of financing are also available. 


The SME FDI began following a recommendation in 1998 of the Task Force on the Future of the 
Canadian Financial Services Sector. Its overall objective is to collect data to build a better understanding 
of issues faced by SMEs in obtaining financing in Canada, thereby informing policy making. The initiative 
gathers information from Statistics Canada surveys, as well as from research into niche areas of SME 
financing, particularly access to risk capital and attitudes and perceptions of financial institutions. 


For further information on the SME FDI and access to statistical findings and reports, visit our website at 
www.sme-fdi.gc.ca. 


Highlights 


SME Marketplace in 2007 


According to the definition set out in the “How many businesses are there in Canada?” section, in 
2007, Canada had roughly 1.6 million SMEs.* 


Nearly 85 percent of those SMEs operated in the service sector, with the remainder being goods- 
producing businesses (15 percent). 


The distribution of SMEs by business size (meaning the number of employees) varies considerably 
from sector to sector. Professional services enterprises and those in the agriculture/primary sector 
are usually smaller (0 to 4 employees) than those in the manufacturing and wholesale/retail sectors. 


Financing Activity of SMEs 
Commercial borrowing 


° In 2007, nearly one seventh (13 percent) of SMEs applied for new or additional financing from a 
lending institution for business reasons. Eighty-seven percent of the applications were approved. 


S Chartered banks are the primary lending institutions funding SMEs, receiving 68 percent of 
loan applications. In comparison, credit unions and Caisses populaires received 19 percent of 
applications. 


° Nearly half (45 percent) of businesses applying for credit did so to increase their working capital. 
Five percent of businesses applied for a loan for research and development purposes. 


Lease financing 
° In 2007, 17 percent of SMEs applied for lease financing, with 92 percent of applications approved. 


° As of December 31, 2007, just over two thirds (69 percent) of lease financing contracts had been 
approved by finance and leasing companies. Canadian banks captured just under one fifth 
(17 percent) of the leasing market at that time. 


1. According to Statistics Canada's Business Register, Canada had 2.2 million business establishments in June 2007. Business 
establishments are the smallest unit or grouping for which data are published; consequently, a business may be made up of 
several establishments located in different provinces. 
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Venture capital financing 


Nearly 90 percent of venture capital invested in Canada in the past decade was directed to 
businesses in the technology sector, such as telecommunications and biopharmaceuticals. 


From 2003 to 2006, the level of venture capital investment remained fairly stable in Canada, ranging 
from $1.6 to $1.7 billion. In 2007, the value of venture capital investments reached $2.1 billion. 


Access to Financing 


In 2007, start-up SMEs primarily used informal sources of funding, such as personal savings 
(73 percent); however, about half of SMEs (51 percent) secured commercial or personal loans from 
financial institutions compared with 64 percent for established SMEs. 


All SMEs used traditional financing methods, such as retained earnings (57 percent) and lease 
financing (22 percent) to fund their operations. SMEs also tended to use informal financing 
sources, such as the owner’s personal savings (54 percent) or loans from the owner’s relatives 
or friends (9 percent). 


Financial institutions often require documents and guarantees before granting access to financing. 
In 69 percent of loan applications, the bank asked to see the business' financial statements 

and in 46 percent of cases the owner’s personal financial statements as well. The larger the 
business, the more weight the lender gives to the business’ financial statements and the less it gives 
to the personal financial statements of the owner. 


SME Business Owner Characteristics 


Women entrepreneurs 


In 2007, 47 percent of Canadian SMEs were wholly or partly owned by women, and 16 percent of 
Canadian SMEs were exclusively owned by women. 


Young entrepreneurs 


The loan application rate for SMEs owned by young people under the age of 30 years is slightly 
higher than average (19 percent request rate compared with 13 percent on average); however, in 
2007, loan approval rates for young entrepreneurs were lower (69 percent compared with 87 percent 
for all age groups). 


SMEs Covered in the Survey 


The definition used in the Survey on Financing of Small and 
Medium Enterprises has been retained in this report to define 
small and medium enterprises; this includes firms 


° with fewer than 500 employees, and 


° with annual revenues of less than $50 million. 


Excluded are unincorporated firms with less than $30 000 in 
revenues, non-profit organizations, government organizations, 
schools, hospitals, subsidiaries, cooperatives, and financing 
and leasing companies. 


The statistics in this publication are reported at the enterprise 
level, where enterprise is defined as the business entity that 
directs and controls the resources and activities of operations 
in Canada and has a complete set of financial statements. 
Other publications report data at the establishment level — 
the smallest unit/grouping for which data are published. 


Since 2000, the Survey of Suppliers of Business Financing has 
used another definition, proposed by the Canadian Bankers’ 
Association, under which firms with loan authorizations (that is, 
the maximum amount businesses are allowed to borrow) of less 
than $1 million are considered SMEs. 


The use of two different definitions limits comparisons 
between the two surveys. To date, the SME FDI has found 
little correlation between size of business (number of 
employees) and authorization size. However, the SME FDI 
will continue to analyze other methods to compare and 
reconcile data produced using the definition in the Survey on 
Financing of Small and Medium Enterprises with data using 
the loan authorization definition. 
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There are many definitions of SMEs, which can 


| be categorized by size according to the number 


of employees, the value of annual sales, annual 


| revenues or borrowing capacity. This report 


defines SMEs in terms of number of employees 


and annual revenues. 


| This definition is fairly consistent with other 


definitions of SMEs around the world. The 
European Union (EU) defines SMEs as 
enterprises that employ fewer than 250 
employees and have an annual turnover not 


exceeding €50 million (C$79 million), and/or 


| an annual balance sheet total not exceeding 


€43 million (C$68 million). 


In the United States (U.S.), the Small Business 
Administration defines small enterprises as 


| independent businesses having fewer than 


500 employees. However, unlike the EU and 
Canada, which have simple definitions that apply 
to all industries, the U.S. has chosen to set size 
standards for each individual North American 
Industry Classification System (NAICS) category. 
This variation is intended to better reflect industry 
differences. The most common sizes used to 


differentiate medium-sized firms from large firms 


500 employees for most manufacturing and 
mining industries, and 


100 employees for wholesale trade 


industries. 
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Introduction 


This document highlights key findings on the state of small and medium-sized enterprise (SME) financing 
in Canada for all three types of financing (debt, leasing and equity) by region, sector, size of business and 
stage of business development. 


The report has four parts: 


SME Marketplace describes the distribution of SMEs by region, sector and size. 


Financing Activity of SMEs describes the demand for financing in terms of requests made and 
approvals granted for three types of financing (debt, leasing and equity), as well as the amount of 
financing received. 


Access to Financing looks at the types of financing instruments used by SMEs and the conditions 
under which they are accessed. 


SME Business Owner Characteristics examines the profile and financing characteristics of five 
socio-economic groups of Canadian entrepreneurs — women, youths, visible minorities, new 
immigrants and Aboriginals — and cooperatives. 


-_-_- 


SME Marketplace 


How many businesses are there in Canada? 


In 2007, there were approximately 1.6 million (see box) small and medium-sized enterprises (SMEs) in 
Canada. The location of these enterprises is governed primarily by population density and by other factors 
such as sector concentration. Figure 1 compares the distribution of SMEs by region with the distribution of 
population by region in Canada in 2007. It shows that the distribution of SMEs is fairly proportional to the 
overall distribution of population, with 57 percent of business enterprises located in Ontario and Quebec. 


Figure 1: Distribution of SMEs by Region in 2007 
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Source: Statistics Canada, Business Register, October 2007. 


Note: Figures may not add up to 100 due to rounding. 
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What is the distribution of SMEs by sector and by size of firm? 
Sector 


According to the estimated population in the survey, small businesses (those with fewer than 

100 employees) represented the vast majority (99.5 percent) of SMEs in Canada in 2007. There were 
7196 medium-sized businesses (those with more than 100 employees but fewer than 500 employees), 
equal to 0.5 percent of all SMEs. 


In 2007, a little over four fifths of SMEs (85 percent) operated in the services sector. The remaining 
SMEs were distributed among the goods-producing sector (15 percent) and the resource-based sector 
(11 percent) (see Table 1). 


Table 1: Distribution of SMEs by ne in 2007 
Sector Number of SMEs Proportion of SMEs (%) 


Agriculture/Primary 172 465 
Manufacturing 67 199 


Subtotal — 239 664 — 
Goods-Producing Sector : 


Wholesale/Retail 232 835 


Grand total | 1 585 288 


Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2007 
(Industry Canada calculations). 


Size 


The distribution of SMEs by size of firm (number of employees) varies considerably across different 
industries. Figure 2 reveals the distribution of SMEs by size and sector. Those in the agriculture/primary 
and professional services sectors are typically self-employed (0 employees) or are micro-enterprises 

(1 to 4 employees). By comparison, SMEs in the manufacturing, wholesale/retail and accommodation and 
food services sectors tend to have a higher percentage of firms in the larger size categories. 


Figure 2: Distribution of SMEs by Employment Size and Sector in 2007 
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Financing Activity of SMEs 


How many SMEs request debt financing? 


In 2007, 13 percent of small and medium-sized enterprises (SMEs) made a request for new or additional 
debt from a credit supplier for business purposes, a decrease from 19 percent in 2004. Of those requests, 
87 percent were approved (see Table 2). SMEs in the agriculture/primary sector recorded the highest 
average value of debt financing in 2007, with the Prairie region, where agriculture accounts for a large 
share of the economy, having the highest rate of requests for debt financing. 


Table 2: Request and Approval Rates and Average Authorized Value by Size of Business, Sector and Region, 2007 


Request Rate (%) | Approval Rate (%) | Average Authorized Value ($) 


5 

iT hi) ik GA AcKinn air o 

1439 647 
ne De eee ee 


Pa SR as DSU Ta SPEED OS FORTE : 


238 692 
; 


Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2007. 


ean gery ate 


Note: Dash indicates estimates suppressed to meet confidentiality requirements of the Statistics Act and/or for low data quality 
reasons. 


Who are the key suppliers of debt financing to SMEs? 


Chartered banks were the main suppliers of debt financing to SMEs in Canada in 2007, serving 

68 percent of requests made by SMEs (see Figure 3). However, authorizations for amounts less than 

$1 million represented only 17 percent of the value of loans provided by banks.? SMEs, particularly those 
in Quebec and the Prairie provinces, also used savings and credit cooperatives or Caisses populaires 
and credit unions. Indeed, of all debt financing requests these financial institutions received, 23 percent 
were made in the Prairie provinces and 38 percent in Quebec. Moreover, although domestic banks play 
an important role in financing SMEs, credit unions or Caisses populaires focus more of their commercial 
debt authorizations on smaller amounts (authorizations of less than $250 000) as well as on loans to 
SMEs (less than $1 000 000). in 2007, credit unions or Caisses populaires captured nearly a quarter 

of the market for authorizations under $250 000 (24 percent) and between $250 000 and $1 000 000 
(23 percent) (see Figure 4), compared with 10 percent* of the market for all authorizations to SMEs. 


Figure 3: Percentage of Total Requests for Debt by Type of Supplier in 2007 


hh ———==_ 
Credit Suppliers (7%) 


Government Institution (6%) 


Credit Union 
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Chartered Banks (68%) 


Total: $59.4 Billion 


Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2007. 


2. Statistics Canada, Survey of Suppliers of Business Financing, 2007. 
3. Ibid. 
4. Ibid. 
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Figure 4: Distribution of Outstanding Commercial Loans less than $250 000 and less than $1 000 000, 
by Financial Supplier, as of December 31, 2007 
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Source: SME Financing Data Initiative, Statistics Canada, Survey of Suppliers of Business Financing, 2007. 
Notes: Figures may not add up to 100 due to rounding. 


Loans less than $250 000 are deemed to have been made to small enterprises, whereas loans between $250 000 
and $1 million normally go to medium-sized enterprises. 


What are the intended uses of debt financing? 


In 2007, SMEs used debt financing primarily for working capital (45 percent), expand their businesses (36 
percent) or purchase vehicles or other automotive equipment (24 percent) (see Figure 5). SMEs did not, 
on the other hand, use debt financing to a large degree to fund technology-related investments, such as 
computer equipment and software (11 percent) and research and development projects (5 percent). 


Figure 5: Intended Uses of Debt Financing in 2007 
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Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2007. 


Note: As entrepreneurs can use the financing they obtain for various purposes, the total may not add up to 100. 
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How many SMEs request lease financing? 


In 2007, 17 percent of SMEs made requests for lease financing, almost all (92 percent) of which were 
approved. Even though this approval rate represented a slight drop from the 96 percent approval rate 
recorded in 2004, the 17 percent rate of requests represented an increase of 3 percent from 2004. 


In 2007, SMEs used lease financing primarily to fund vehicles (52 percent), machinery and equipment 
(47 percent), and computer equipment and software (13 percent) (see Figure 6). The highest lease 
financing rate was recorded by SMEs operating in the manufacturing sector at 21 percent, followed by 
SMEs in the accommodation and food services sector at 13 percent. 


Figure 6: Use of Lease Financing by SMEs in 2007 
60% 


50% 


40% 


30% 


20% 


10% 


0% 
Vehicles Machinery Computer Hardware Other 
and Equipment and Software 
Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2007. 


Note: As entrepreneurs can use the financing they obtain for various purposes, the total may not add up to 100. 


Who are the key suppliers of lease financing to SMEs? 


In 2007, the total value of leases authorized to all Canadian businesses (regardless of size) amounted to 
approximately $25 billion, a 31-percent decrease from 2004. Finance and leasing companies accounted 
for just over two thirds (69 percent) of the leasing market, while domestic banks maintained less than a 
fifth of the market (17 percent) (see Figure 7). 


Figure 7: Market Share of Commercial Leases Authorized by Financial Suppliers as of December 31, 2007 


All Other Credit Suppliers (14%) 
Domestic Banks (17%) 
Leasing Companies (23%) 


Finance Companies (46%) 


Total: $25.3 Billion 


Source: SME Financing Data Initiative, Statistics Canada, Survey of Suppliers of Business Financing, 2007. 
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How much venture capital financing was received by Canadian firms? 


Venture capital is defined as long-term equity investment in private high-growth-potential firms, which 
is managed by professional investors. Venture capital firms can often be identified through their active 
participation in the development of the businesses they finance. 


Venture capital investments are generally limited to a small number of companies in the technology 
sector, all with high growth potential. Almost 90 percent of all venture capital investments made in Canada 
over the last ten years went to firms operating in the technologies sector, such as telecommunications 
and biopharmaceutical businesses.° Furthermore, a study conducted on Canadian companies that 
received venture capital financing between 1996 and 2007 revealed that the firms experienced 
spectacular growth. From 2003 to 2007, these firms accounted for a 17-percent jump in job creation in the 
country and 32-percent growth in sales.® 


As in the United States and Europe, venture capital investments in Canada hit their peak in 2000, just 
before the dot-com bubble burst. Since then, the value of this type of investment has declined. From 
2003 to 2006, the level of venture capital investment in Canada remained stable at between $1.6 and 
$1.7 billion. In 2007, venture capital investment amounted to $2.1 billion (see Figure 8); while the total 
number of transactions was low, their value, supported by foreign funds, was nonetheless very high. In 
2008, however, venture capital investment in Canada dropped to $1.4 billion, the lowest level since 1996. 
To properly contextualize this assessment, we should mention that venture capital investments in the 
United States and Europe increased by about 50 percent compared with their 2003 values.’ 


5. Thomson Reuters. VC Reporter, 2009. www.canadavec.ca 


6. Gilles Duruflé, January 2009. Why Venture Capital is Essential to the Canadian Economy: The Impact of Venture Capital on the 
Canadian Economy. Proposed by Canada’s Venture Capital & Private Equity Association; funded by the Business Development 
Bank of Canada, the Government of Canada and the Alberta, British Columbia and Quebec provincial governments. www.cvca.ca 


7. PricewaterhouseCoopers, 2009. MoneyTree Report: Historical Trend Data. https://www.pwcmoneytree.com 
Gilles Duruflé, May 25, 2009. Facing Headwinds: The Canadian VC Industry in the Present Crisis. Presented at the 
Annual Conference of Canada’s Venture Capital & Private Equity Association. www.cvca.ca 


Figure 8: Canadian VC Activity 
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Businesses need venture capital at different stages of their development. First, at the “pre-start-up and 
start-up” stages, they launch their business operations and need financing to develop their products. 
Next, businesses at the “other preliminary stages” have begun marketing and require financing to 
increase their visibility and to optimize their production process. Finally, during the “later stage,” firms 
are already established and need venture capital to help them get through a difficult period or to launch 
expansion or acquisition projects. 


The distribution of funding by development stage remained stable throughout the last nine years. The 
“Internet bubble” was the only thing that caused a disruption during that decade, though it had different 
effects at the three development stages. While financing for firms at the “pre-start-up and start-up” stages 
tripled between 1999 and 2000 (see Table 3), before gradually returning to “pre-bubble” levels in 2003, 
for firms at the “other preliminary stages,” it only doubled between 1999 and 2000, and then returned to 
pre-bubble levels in 2002. Finally, investments in “later stage” firms more than tripled (3.5 times) between 
1998 and 2000, which was faster than for firms at the other development stages. 
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The negative effects of the speculative bubble have worn off. Despite everything, the number of firms 
financed, as well as the amounts invested, continued to decline until they reached 1996-1997 levels for firms 
at all development stages. However, the amounts invested are now higher than they were in 1999 for all 
development stages, indicating that venture capital firms are now concentrating their investments more than 
before. 


Table 3: Amount Invested, Number of Financings and Average Equity Financing Amount in Canadian Businesses by 
Stage of Development of Firm 


1996 | 1997 | 1998| 1999 | 2000 | 2001 | 2002 | 2003 | 2004| 2005 | 2006 | 2007 | 2008 


Pre-start-up and | 433 | 229 | 202 | 388] 1284] 1052] 676| 259 | 349 | 223 | 258 | 264] 196 
start-up 
stages 
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Source: Thomson Reuters, VC Reporter, June 29, 2009. 
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What sources of financing are used by SMEs at different stages of development? 


A firm’s financing needs evolve as it grows: the sources of financing used by SMEs at the start-up stage 
are not the same as those used by established SMEs that have built up equity and collateral. Sources 
of financing can be broadly categorized as formal or informal. Informal financing is a form of financing 
reserved for small businesses as it is inherently dependent on the solvency (or liquidity) of the owners 
themselves, rather than on that of the firm receiving the funds. Informal financing can include owners’ 
savings, personal loans taken out by owners, and loans from friends, family members or employees, 


whereas commercial loans, lease financing, supplier credit and government grants can be categorized as 
formal financing. 


Start-up SMEs often lack both a credit history and the collateral needed to secure a loan, thus they 
represent a degree of risk many financial institutions are unprepared to take. As a result, start-ups 
typically use informal sources of external financing and rely on owners’ personal savings and credit to 
finance their operations. 


As shown in Figure 9, 73 percent of start-up SMEs used personal savings to finance their company, 
compared with 54 percent of all SMEs (see Figure 10). Start-up businesses also used personal and 
commercial loans (51 percent) to fund their operations. However, they used formal financing, such 
as lease financing (12 percent) and supplier credit (12 percent), less often than established SMEs, 
21 percent of which used lease financing and 22 percent supplier credit. 
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Figure 9: Types of Financial Instruments Used by All Start-up SMEs in 2007* 
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Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2007. 


* Includes any source used, regardless of whether it was authorized or obtained in a previous year. Multiple responses were 
possible. 


Figure 10 shows that, in 2007, SMEs as a whole used mainly personal and commercial loans (64 percent) 
to finance their current activities. They also used many formal instruments, such as retained earnings 

(57 percent), lease financing (22 percent) and supplier credit (21 percent). SMEs also used informal 
financing sources, but less so than at the start-up stage. However, over half (54 percent) of well- 
established SMEs financed their activities through personal savings. These SMEs also took out loans 
from family members or friends, from angel investors and employees in 9 percent, 4 percent and 

1 percent of cases respectively. 


Figure 10: Types of Financial Instruments Used to Maintain Activities in 2007* 
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Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2007. 
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* Includes any source used, regardless of whether it was authorized or obtained in a previous year. Multiple responses were possible. 
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How do SMEs apply for debt financing? 


SMEs have traditionally obtained access to debt financing through well-established associations with 

a particular branch of a financial provider. In 2007, 48 percent of SMEs reported they requested debt 
through a personal discussion in a branch or with their account manager (see Table 4). This is down from 
56 percent of SMEs that reported applications through a personal discussion in a branch in 2004. 


Table 4: Application Methods Used by SMEs that Requested Debt 


Percentage of Percentage of 
Method Applicants in 2004 Applicants in 2007 


Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2004 and 2007. 


Note: Figures may not add up to 100 due to rounding. 


However, despite the increased use of new technologies by SMEs (different ways for consumers 

and businesses to access financial services), the rates of requests made by telephone and over the 
Internet did not change significantly as they went from 29 percent and 4 percent, respectively, in 2004 to 
33 percent and 4 percent, respectively, in 2007. 


Which documents and types of collateral were requested by debt suppliers? 


Over the last decade, credit rating risk based analysis increased among Canadian financial institutions. 
This is evidenced by the fact that businesses’ financial statements (69 percent) and personal financial 
statements (46 percent), which are needed for such analyses, are the documents that are most often 
required following financing applications (70 percent) (see Table 5). On the other hand, business plans, 


which are generally not taken into account in this type of analysis, were only requested in 21 percent of 
cases. 


Table 5: Documents Requested by the Last Credit Supplier Approached for Debt Financing 


Type of Document Requested a 2007 (%) 


Formal application for financing 


All other documents 


Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2004 and 2007. 


Financial institutions often require that SMEs seeking financing provide collateral as security. Collateral 
can take the form of land, buildings, or other business or personal assets that can be used as security 

for the debt, or guarantees from third parties. The amount of collateral required is directly linked to the 
perceived risk. In 2007, almost half (49 percent) of SMEs were asked to provide collateral (business or 
personal assets) to guarantee their financing. Innovative businesses (those with R&D expenses of at least 
20 percent of their total investment) represent the greatest risk for financial institutions, which is why 65 
percent of such firms had to provide some collateral whenever they requested financing in 2007. 


Firm size generally has a bearing on the type of financing used. Large companies require greater 
financing and cannot depend on informal financing as much as small enterprises. Large companies, 
therefore, can be expected to make more formal financing requests and to have to provide documents 
attesting to the firm’s solvency, and fewer documents covering the solvency of the owners themselves. 
For example, a business plan was required in 34 percent of cases of medium-sized enterprises (100 to 
499 employees) requesting financing, and only in about 20 percent of cases involving all other categories 
(see Figure 11). The entrepreneur’s personal financial statement was requested in approximately 

50 percent of cases involving micro-enterprises (0 to 4 employees), in 45 percent of cases involving firms 
with 5 to 19 employees, and in 28 percent of cases involving firms with 20 to 99 employees; the rate for 
entrepreneurs owning medium-sized enterprises was only 18 percent. The demarcation between micro- 
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enterprises and medium-sized enterprises is less pronounced in terms of the firm’s financial statements, 
which were requested from 63 percent of micro-enterprises and from 80 percent of medium-sized 
enterprises. There was less variation between different business categories in terms of other documents 
(official financing request, assessment of assets to be financed and cash flow forecasts). 


Figure 11: Documents Required by Last Credit Supplier Contacted for Debt Financing by Firm Size, 2007 
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Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2007. 


SME Business Owner Characteristics 


Demographic trends in Canadian entrepreneurship 


The face of Canadian entrepreneurs has become increasingly 
diverse throughout the past two decades. Women are entering 
the business world in ever-greater numbers. In 2000, they 
owned or co-owned 45 percent of SMEs,° and this share rose 
to just over 47 percent in 2007 (see Table 6). 


As the Canadian population continues to age, young 
people will be stepping more and more into the small 
business world. According to the Canadian Imperial Bank of 
Commerce (CIBC), 22 percent of Canadian entrepreneurs 
will be retiring between 2004 and 2010, followed by an 
additional 29 percent by 2020.° Indeed, results of the 2007 
Survey on Financing of Small and Medium Enterprises 
indicate that 58 percent of owners of SMEs are over 

50 years old. 


Visible minority entrepreneurs also play an important role in 
the Canadian economy. The portion of Canadians who are 
visible minorities rose sharply from 4.7 percent in 1981 to 
13.4 percent in 2001 and 16.2 percent in 2006."° According 
to Statistics Canada, between 19 percent and 23 percent 

of the Canadian population will be made up of visible 
minorities in 2017," and they will undoubtedly form the same 
proportion of the workforce. '? 


See 


Among exporting SMEs, 49 percent 
were partly or entirely owned by 


women, 8 percent by visible minorities, 


4 percent by youths, 4 percent by 


new immigrants and 2 percent by 
Aboriginals. 


Among innovative SMEs (SMEs whose 
R&D investments represent at least 

20 percent of their total investment), 

58 percent were partly or entirely 
owned by women, 14 percent by 
visible minorities, 5 percent by youths, 
5 percent by new immigrants and 

3 percent by Aboriginals. 


8. SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2000. 


9. CIBC World Markets. Are Canadian Entrepreneurs Ready for Retirement? Canadian Imperial Bank of Commerce, 2005. 


10. Statistics Canada, Canadian Census of Population, 1981, 2001 and 2006. 


11. Statistics Canada, Canada's Visible Minority Population in 2017. 


12. Antunes, P., J. MacBride-King and J. Swettenham. Making a Visible Difference: The Contribution of Visible Minorities to 


Canadian Economic Growth. Conference Board of Canada, 2004. 
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Women entr epreneurs 


Women continue to choose entrepreneurship as a career. In 2007, 47 percent of Canadian SMEs were 
entirely or partly owned by women, while 16 percent of Canadian SMEs belonged exclusively to women. 


Proportionately fewer majority women-owned enterprises request financing (approximately 18 percent), 
and they also receive less financing. There are several characteristics of these enterprises that may 
complicate access to financing: 


° Majority women-owned enterprises are generally smaller (over 99 percent have fewer than 
20 employees). 


° Majority women-owned enterprises are concentrated in the professional services sector and in 
accommodation and food services industries. The agriculture/primary sector attracts fewer women 
entrepreneurs, with only 3 percent of businesses in this sector majority women-owned. 


. Women owners are less experienced; over 50 percent have less than 10 years experience. 


° Majority women-owned enterprises represent 22 percent of SMEs that began operations in 
2006-2007 and 20 percent that began between 2000 and 2005, while representing 16 percent of 
all SMEs. 


It has also been observed that a large number of women are self-employed. Over 900 000 of the 

2.6 million self-employed workers in Canada in 2007 were women." Over the last decade, the number of 
self-employed women has risen by 10 percent, which is slightly less than the 12-percent rise in 
self-employed men. 


13. Statistics Canada, CANSIM, Table 282-0012 and Catalogue No. 89F0133xXIE. 


Young entrepreneurs 


There are several characteristics of SMEs owned by youth that may complicate access to financing for 
younger entrepreneurs, including: 


their firms are newer (80 percent created within the past five years) and may be perceived as riskier 
(i.e. have less credit history); they are slightly more concentrated in knowledge-based industries; 


° their firms often record higher growth (64 percent plan to expand compared with 40 percent for all 
Canadian firms), which is associated with higher financial risk; 


° their firms are relatively smaller and less established than SMEs owned by other groups in their 
sectors of operation; 


° although financially viable, their firms do not perform as well as businesses owned by older 
entrepreneurs (54 percent have a net value of less than $100 000, which includes the value of 
both the entrepreneur’s personal assets and those of the firm, compared with 32 percent for all 
entrepreneurs); and 


° younger owners have fewer years of management experience (91 percent have less than 10 years 
experience compared with 28 percent for all Canadian entrepreneurs). 


It comes as no surprise, therefore, that in 2007, young entrepreneurs were more likely to indicate 
“obtaining financing” (26 percent) as an obstacle to growth than all entrepreneurs on average 
(17 percent). 


At the same time, many of these factors also increase the capital needs of youth-owned SMEs. As new, 
fast-growing businesses, these SMEs have slightly higher financing request rates than those belonging to 
older entrepreneurs (e.g. 19 percent debt financing rate compared with 13 percent on average). In 2007, 
young entrepreneurs faced lower approval rates for financing (69 percent compared with 87 percent for all 
age groups). The lower approval rates are partially attributable to the fact that young entrepreneurs have 
been dealing with a financial institution for a shorter period of time, and that they may lack a credit history. 
Perhaps as a result, youth-owned SMEs finance their operations through informal financing methods, 
such as personal savings, personal credit, and loans from friends and family, more often than firms owned 
by older entrepreneurs (see Table I! in Appendix). Thus, in 2007, 71 percent of young entrepreneurs used 
their personal savings to finance their operations, while 6 percent made loan arrangements with their 
employees, compared with 54 percent and 1 percent, respectively, for all Canadian SMEs. 
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Visible minority entrepreneurs 


Majority visible minority-owned enterprises represent about 10 percent of all SMEs in Canada. They are 
concentrated primarily in the accommodation and food services sector and in knowledge-based industries 
(11 percent and 10 percent respectively). Visible minority entrepreneurs do not seem to be attracted to 
the agriculture/primary sector (3 percent) or to the rural environment (2 percent). 


Majority visible minority-owned enterprises generally have fewer than 100 employees (only 0.2 percent 
have more than 100 employees), and are located primarily in Ontario (48 percent) and British Columbia 
(24 percent). There are fewer majority visible minority-owned enterprises in the Atlantic provinces and 
Quebec (2 percent and 9 percent respectively). 


Visible minority business owners are generally young, making up 15 percent of all entrepreneurs under 
30 years of age, as are their businesses (15 percent started selling goods or services in 2006-2007 and 
13 percent began operations between 2000 and 2005). 


New immigrant entrepreneurs 


New immigrant majority-owned enterprises represent approximately 3 percent of SMEs in Canada. Ten 
percent of new immigrant entrepreneurs operate in the accommodation and food services sector, with 
a similar proportion in knowledge-based industries. These businesses are located primarily in Ontario 
(46 percent) and British Columbia (18 percent), two particularly multi-ethnic provinces. 


New immigrant entrepreneurs tend to be young (under 39 years of age) and predominantly male. New 
immigrant majority-owned businesses tend to invest more in R&D, representing 5 percent of innovative 
businesses, even though they constitute only 3 percent of all businesses. 


Aboriginal entrepreneurs 


Aboriginal-owned businesses represent approximately 2 percent of Canadian SMEs, whereas Aboriginals 
represent 3.8 percent of the Canadian population.’* These businesses are mostly active in the agriculture 
and natural resource sectors, where they represent 3 percent of all Canadian SMEs, which is why 


Aboriginal SMEs are more commonly located in rural areas (38 percent) than the average Canadian SME 
(28 percent). 


Women play a very important role in Aboriginal businesses, with 51 percent of Aboriginal-owned SMEs 
belonging entirely or partly to women, while the Canadian average stands at 47 percent. 


Cooperatives 


A cooperative is a business that belongs jointly to members who use its services. Cooperatives enable 
economic and social development activities, such as the supply of goods and services, that would 
otherwise not be available to the community, and they create jobs. 


In 2007, 35 percent of Canadian cooperatives'® requested external financing. By comparison, 18 percent 
of Canadian SMEs requested external financing in 2007. A high proportion of cooperatives (89 percent) 
and SMEs (82 percent) received the full amounts they requested. 


Although the proportion of rural cooperatives that requested financing was essentially identical to that 
of urban cooperatives (35 percent), it was a different story for SMEs as a whole, with 26 percent of 

rural SMEs requesting financing compared with 16 percent of urban SMEs. The approval rate differed 
by location (urban or rural), both for cooperatives and for SMEs as a whole. Indeed, 95 percent and 

88 percent of cooperatives and SMEs, respectively, located in rural areas received the full amounts they 
requested, compared with 73 percent and 79 percent, respectively, of cooperatives and SMEs located in 
urban areas. 


44. Human Resources and Skills Development Canada. http:/www4.hrsde.gc.ca/.3nd.3c. 1t.4r@-eng jsp?iid=36 


15. Statistics Canada, Survey on Financing of Co-operatives, 2007. 
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Table 6: Regional Distribution (percentage) of Entrepreneurs by Demographic Characteristics, 2007 


New Immigrant-Owned 


Entirely or Partly Youth- 
Visible Minority- Aboriginal- SMEs 


All SMEs | Women-Owned Owned 


SME SMEs Owned SMEs Owned SMEs | (residing in Canada for 
less than 5 years) 


Ontario 

Alberta, Manitoba and 
Saskatchewan 

British Columbia 
Northwest Territories, 
Nunavut and Yukon 


Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2007 
(Industry Canada calculations). 


Notes: Dash indicates estimates suppressed to meet confidentiality requirements of the Statistics Act and/or for low data 
quality reasons. 


Figures may not add up to 100 due to rounding. 


Table 7: Industrial Sector Distribution (percentage) by Demographic Characteristics, 2007 


Entirely or Partly Youth- New Immigrant-Owned 


All SMEs | Women-Owned Owned Visible Minority- Aboriginal- SMEs 
SMEs SMEs Owned SMEs Owned SMEs | (residing in Canada for 


less than 5 years) 


DS 

a 
i _ 
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Knowledge Baned 
Industry 
Accommodation and 
Food eee 


Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2007 
(Industry Canada calculations). 


Note: Figures may not add up to 100 due to rounding. 


Table 8: Financing Request and Approval Rates by Ownership Characteristics, 2007 


Debt Financing 


Request 
Rate 


65 and Over 


Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2007. 


Notes: Dash indicates estimates suppressed to meet confidentiality requirements of the Statistics Act and/or for low data quality 
reasons. 


Figures may not add up to 100 due to rounding. 
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Appendix: Summary Tables : 


Table |: SME Request and Approval Rates for Debt in 2007 


Rural and urban location 


Year business started selling 
goods and services 


RS ee Pie aie 3 s oe eee bee = 


Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2007. 


Table II: Percentage of SMEs Using Financing in 2007 by Instrument Type* 


Government lending agencies/grants 
Personal savings of business owner(s) 


Commercial loans from financial 


institutions 
Credit owing to suppliers 


Loans from employees 


Retained earnings 
- Loans from relatives or friends of 


business owner(s) 


D 
B 
w 
-) 
— 
N 


ee eae ae Pea rs 6 rae rope eee 
77 
Se ee 


N 
on 
N 
oO 


Services , 
| 19.8 | 8 


JOther Industries | industries: | 55.6 | | 52.2) Pa eae e 


fake arn ala wr] raf on 3H 
onan sores eal ara] ma] rf oes] ae] ia aa 
a 
a3 
a A NE 


[a ZO 


(continued on page 34) 
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(continued from page 33) 


Loans from individuals unrelated to the 


Commercial loans from financial 
| firm or its owner ("angels") 


institutions 

Credit owing to suppliers 
Loans from employees 
Other sources of financing 


| Government lending agencies/grants 
Retained earnings 


+ Personal savings of business owner(s) 


| Loans from relatives or friends of 


| business owner(s) 


Export and Non-Export Activities ey eae ee BOI RSs : 
Fee a ee eet et 
ME oe I a a) ae ae 


Year Business Starting Selling Goods and Services 


fawecvoor Tass sal al isa] voaT oof ero] at sa] ti] a0] 


[zoce-zoos_ oo aa ssa arr asa ial sez] 2] at as [2a 


Female Ownership 

om [real eal tal ol ae eal alae sala 
stieee sos ror [seo os wee] a7[ m3] veel Saf ool 00] 

p100% | 656 | 6.3 | 525 | 15.5] 28.2] 1.6} 58.8.4 13.0.] 4.4] 3.3.2.2 
Majority Owner by Age Group (years) 5 
a AN EN EE ZED 
(50-64 | ero roth 7521.4 [22.2 (2 09 [811i] 6.8] 3.8 22 lee 
Ee Se a Ne rar aL 


Innovation 


Non-innovative (0% R&D 
expenditure) 64.8 56.2] 20.5] 20.8 1.3 51.8 7.9 3.8 2.4 2.8 


Innovative (220% R&D 
expenditure) 65.2 5.0 60.7 21.6 uz 65.9 | 12.0 8.4 2.6 6.1 


Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2007. 


* Includes any source used, regardless of whether it was authorized or obtained in a previous year. 


Note: Dash indicates estimates suppressed to meet confidentiality requirements of the Statistics Act and/or for low data quality 
reasons. 


Table III: Amount of Outstanding Commercial Debt by Authorizations as of December 31, 2007 


Domestic banks 
Caisses populaires 
Finance companies 
Portfolio managers, 
venture capital 
companies, financial 


Other banks 
‘Insurance Companies 


i Credit unions and 


Amounts authorized ($ millions) PTA 
Number of clients (thousands) 657.2 


[amouns authorized (Smiions) | 23068] 2402] e248] 021] 76] 


—— = - ~~ 


= 
mre 


[Amounts auorzes(Smiions) | _9ovea| aoe] se7er] 0619] 768] vat] a1] 21asre 


17152 


99 999 


[Amounts uhorzed ($mions) | 112175] 18008] sazea] ao09] 1952] 2704] c8| 242047 
[Number ofctents (housands) | i071] 250] 195] 05] 0a] oo] sas 


FNumberofcients(housanas) | 326] 4a] 140] 108] 05] 14] oo] aa 


Amounts authorized ($ millions) 44244.6| 6780.7 | 21831.9| 17671.4|  507.4| 15673] 37.3| 926898 
Number of clients (thousands) 1 147.0 295.3] 335.0 1 883.9 


$1000000-$4999999, oe ee : co | 
Puumberorciens (housanas) | 380[ 6a] na] ws] oa] 2] oo] 705] 


[Number oflients (housends) [45] 45[ ta] art os] ta] 00] 262 
TOTAL — ALL CLIENTS 


Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2007. 


Note: Dash indicates estimates suppressed to meet confidentiality requirements of the Statistics Act and/or for low data quality 
reasons. 
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Table IV: Amount of Outstanding Lease Financing by Authorization as of December 31, 2007 


Domestic Finance Leasing All other Total — all 
banks companies companies suppliers suppliers 


Amounts authorized ($ millions) 1611.4 845.7 2 528.1 
Number of clients (thousands) 245.7 140.9 391.6 


Amounts authorized ($ millions) ieee ee fo ee so 
Si ee oe 114 re 179.5 


$50 000-$99 999 


Amounts authorized ($ RNa 1369.6 852.4 2 386.8 


$100 000-$249 999 


Amounts authorized ee milions) 247. 9 4 935:2 "598. 4 209. 4 2 991.0 


Amounts authorized ($ millions) 325.3 77155 3071.1 367.9 12 413.9 
Number of clients (thousands) 410.8 193.9 653.9 


$250 000-$499 999 


Amounts authorized ($ millions) 314. 9 7 140.3 394. 2 237. 6 2 087.0 


$500 000-$999 999 


Amounts authorized ($ millions) 392.4 762.5 365.6 SMS 1 892.0 


$1 000 sate wl 999 ae ; 
oe 


$5 000 000 AND MORE 


Amounts authorized ($ millions) pa e 665.4 1 268.1 ~—- 4 856. 0 


TOTAL — ALL CLIENTS 


Amounts authorized ($ millions) 4 247.2 11 528.8 5 820.8 3 657.5 25 254.4 
Number of clients (thousands) 420.2 196.9 671.6 


Source: SME Financing Data Initiative, Statistics Canada, Survey on Financing of Small and Medium Enterprises, 2007. 


Note: Dash indicates estimates suppressed to meet confidentiality requirements of the Statistics Act and/or for low data quality reasons. 
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List of SME Financing Data Initiative Publications 


Research Reports 


http://www.sme-fdi.gc.ca/eic/site/sme_fdi-prf_pme.nsf/eng/h_02159.html 


Financing Innovative Small and Medium-Sized Enterprises in Canada — October 2009 
Canadian SME Exporters — January 2008 

Financing Canadian SME Exporters — June 2007 

Financing Global Gazelles — March 2006 


Research report that will be published soon 
Determinants of Trade Credit Use by Small and Medium-Sized Enterprises in Canada 


Small Business Financing Profiles 


http://www.sme-fdi.gc.ca/eic/site/sme_fdi-prf_pme.nsf/eng/h_01253.htm| 


Regions 

Rural-Based Entrepreneurs — October 2008 

Small and Medium-Sized Enterprises in Ontario — September 2007 

Small and Medium-Sized Enterprises in the Atlantic Provinces — September 2007 
Small and Medium-Sized Enterprises in the Prairie Provinces — September 2007 
Small and Medium-Sized Enterprises in Quebec — August 2007 

Small and Medium-Sized Enterprises in British Columbia — June 2007 


Business Characteristics 

Financing Innovative Small and Medium-Sized Enterprises in Canada — March 2009 
Borrowers under the Canada Small Business Financing Program — February 2009 
Informally Financed SMEs — September 2006 

Exporter SMEs — September 2006 

High-Growth SMEs — May 2006 


Business Owner Characteristics 

Young Entrepreneurs — January 2006 
Visible Minority Entrepreneurs — March 2005 
Women Entrepreneurs — November 2004 
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